the  President  of  the 
ri£  Valley  Water  Company, 
Francisco,  California,  for 
Year  Ending  December 
08. 


San  Francisco,  March  11,  1909. 


To  the  Shareholders  op  the 

Spring  Valley  Water  Company: — 
Herewith  you  will  find  the  balance  sheets  of  the  Company 
for  the  years  ending  December  31,  1907,  and  December  31, 
1908 ;  also  profit  and  loss  accounts  for  the  fiscal  years  1907  and 
1908. 

All  repairs  and  replacements  made  necessary  by  the  earth- 
quake and  fire  have  been  made  and  the  stock  assessment  ac- 
count closed.  Expenditures  on  this  account  amounted  to 
$611,336.31,  leaving  a  balance  of  $228,663.69  to  the  credit  of 
shareholders.  In  the  accounts  the  assessment  of  $840,000  has 
been  treated  as  a  stock  assessment.  It  is  doubtful  if  this 
method  of  accounting  is  just  to  the  shareholders.  The  possi- 
bility remains  of  its  being  treated  as  an  extraordinary  capital 
expenditure.  The  accounts  for  1908  show,  on  the  old  method 
of  accounting,  a  profit  of  $561,378.14.  From  this  amount  your 
directors  ordered  the  charging  of  $280,000  to  depreciation  and 
contingent  funds,  leaving  the  net  revenue  $281,378.14. 

The  total  number  of  ratepayers  April  18,  1906,  was  53,560. 
The  ratepayers  on  January  1,  1909,  numbered  51,177,  an  in- 
crease for  the  year  1908  of  3,882.  Of  the  ratepayers  8,274 
have  bills  of  one  dollar  or  less  per  month,  the  average  for 
these  ratepayers  being  sixty-four  cents  per  month. 

The  plant  of  the  Company  has  been  maintained  in  a  high 
state  of  efficiency,  but  in  the  not  far  distant  future  abnormal 
repairs  and  replacements  must  be  made.  Conditions  which 
now  appear  to  have  become  established  in  San  Francisco  indi- 
cate the  practicability  of  changes  in  plant  that  may  be  under- 
taken, when  municipal  conditions  warrant,  which  will  innure 
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to  the  benefit  of  the  community  by  enabling  the  management  to 
perform  its  duty  more  economically. 

Recent  decisions  of  the  Supreme  Court  of  the  United  States 
have  laid  at  rest  many  questions  that  have  heretofore  disturbed 
the  management.  The  Company  must  endeavor  to  maintain 
rates  that  will  enable  it  from  earnings  to  create  a  fund  for 
depreciation  and  contingencies  and  to  properly  repair,  main- 
tain and  replace  every  component  part  of  the  structural  plant. 

It  may  reasonably  be  expected  that  regular  quarterly  divi- 
dends will  be  resumed  this  month  at  the  rate  of  two  per  cent 
per  annum  on  the  par  value  of  the  stock,  $100  per  share,  the 
equivalent  of  fifty  cents  per  share  per  quarter.  This  is  far 
from  a  fair  and  reasonable  return  on  the  present  value  of  the 
property  used  in  supplying  the  City  and  County  of  San  Fran- 
cisco with  water. 

To  obtain  just  rates  the  management  will  perform  its  duty 
to  the  community  and  to  the  Company  by  relying  upon  all  its 
constitutional  rights  if  the  public  agency  to  which  legislative 
power  has  been  delegated  fails  to  do  its  part. 

We  have  every  reason  to  believe  that  under  the  laws  and 
conditions  which  control  the  operation  of  the  Company,  a  re- 
turn to  shareholders  of  seven  per  cent  per  annum  on  the  value 
of  the  property  used  in  rendering  service  will  be  deemed  just 
and  reasonable.  During  the  calendar  year  a  decision  of  the 
1903  rate  case  may  be  expected. 

The  following  quotations  from  decisions  rendered  January 
4,  1909,  by  the  Supreme  Court  of  the  United  States  bear 
directly  on  existing  conditions  in  San  Francisco  and  are  there- 
fore of  great  moment  to  the  Company : 

[From  Consolidated  Gas  Case.] 

"In  an  investment  in  a  gas  company,  such  as  complain- 
"  ant's,  the  risk  is  reduced  almost  to  a  minimum.    It  is  a 
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"  corporation,  which,  in  fact,  as  the  court  below  remarks, 
"  monopolizes  the  gas  service  of  the  largest  city  in 
"  America,  and  is  secure  against  competition  under  the 
"  circumstances  in  which  it  is  placed,  because  it  is  a  prop- 
"  osition  almost  unthinkable  that  the  City  of  New  York 
"  would,  for  purposes  of  making  competition,  permit  the 
"  streets  of  the  city  to  be  again  torn  up  in  order  to  allow 
"  the  mains  of  another  company  to  be  laid  all  through 
"  them  to  supply  gas  which  the  present  company  can 
"  adequately  supply.  And,  so  far  as  it  is  given  us  to  look 
"  into  the  future,  it  seems  as  certain  as  anything  of  such 
"  a  nature  can  be,  that  the  demand  for  gas  will  increase, 
"  and,  at  the  reduced  price,  increase  to  a  considerable  ex- 
"  tent.  An  interest  in  such  a  business  is  as  near  a  safe  and 
"  secure  investment  as  can  be  imagined  with  regard  to  any 
"  private  manufacturing  business,  although  it  is  recog- 
"  nized  at  the  same  time  that  there  is  a  possible  element  of 
"  risk,  even  in  such  a  business.  The  court  below  regarded 
"  it  as  the  most  favorably  situated  gas  business  in  America, 
"  and  added  that  all  gas  business  is  inherently  subject  to 
"  many  of  the  vicissitudes  of  manufacturing.  Under  the 
"  circumstances,  the  court  held  that  a  rate  which  would 
"  permit  a  return  of  six  per  cent  would  be  enough  to  avoid 
"  the  charge  of  confiscation,  and  for  the  reason  that  a 
"  return  of  such  an  amount  was  the  return  ordinarily 
"  sought  and  obtained  on  investments  of  that  degree  of 
"  safety  in  the  City  of  New  York. 

"Taking  all  facts  into  consideration,  we  concur  with  the 
"  court  below  on  this  question,  and  think  complainant  is 
"  entitled  to  six  per  cent  on  the  fair  value  of  its  property 
"  devoted  to  the  public  use. 

##»###* 

"If  the  property,  which  legally  enters  into  the  con- 
"  sideration  of  the  question  of  rates,  has  increased  in  value 
"  since  it  was  acquired,  the  company  is  entitled  to  the 
"  benefit  of  such  increase." 
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[From  Knoxville  Water  Case.] 

"The  cost  of  reproduction  is  one  way  of  ascertaining 
"  the  present  value  of  a  plant  like  that  of  a  water  com- 
"  pany,  but  that  test  would  lead  to  obviously  incorrect 
"  results,  if  the  cost  of  reproduction  is  not  diminished  by 
"  the  depreciation  which  has  come  from  age  and  use. 
******* 

"A  water  plant,  with  all  its  additions,  begins  to  depre- 
"  ciate  in  value  from  the  moment  of  its  use.  Before  com- 
"  ing  to  the  question  of  profit  at  all  the  company  is  en- 
"  titled  to  earn  a  sufficient  sum  annually  to  provide  not 
"  only  for  current  repairs  but  for  making  good  the  de- 
"  preciation  and  replacing  the  parts  of  the  property  when 
"  they  come  to  the  end  of  their  life.  The  company  is  not 
"  bound  to  see  its  property  gradually  waste,  without 
"  making  provision  out  of  earnings  for  its  replacement. 
"  It  is  entitled  to  see  that  from  earnings  the  value  of  the 
"  property  invested  is  kept  unimpaired,  so  that  at  the  end 
"  of  any  given  term  of  years  the  original  investment  re- 
"  mains  as  it  was  at  the  beginning.  It  is  not  only  the 
"  right  of  the  company  to  make  such  a  provision,  but  it  is 
"  its  duty  to  its  bond  and  stockholders,  and,  in  the  case  of 
"  a  public  service  corporation  at  least,  its  plain  duty  to  the 
"  public.  If  a  different  course  were  pursued  the  only 
"  method  of  providing  for  replacement  of  property  which 
"  has  ceased  to  be  useful  would  be  the  investment  of  new 
"  capital  and  the  issue  of  new  bonds  or  stocks.  This 
"  course  would  lead  to  a  constantly  increasing  variance 
"  between  present  value  and  bond  and  stock  capitalization 
"  — a  tendency  which  would  inevitably  lead  to  disaster 
"  either  to  the  stockholders  or  to  the  public,  or  both. 
"  //,  however,  a  company  fails  to  perform  its  plain  duty 
"  and  to  exact  sufficient  returns  to  keep  the  investment 
"  unimpaired,  whether  this  is  the  result  of  unwarranted 
"  dividends  upon  over-issues  of  securities,  or  of  omission 
"  to  exact  proper  prices  for  the  output,  the  fault  is  its 
"  own. 
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#*##*## 

"Regulation  of  public  service  corporations,  which  per- 
"  form  their  duties  under  conditions  of  necessary  mo- 
"  nopoly  will  occur  with  greater  and  greater  frequency  as 
"  time  goes  on.  It  is  a  delicate  and  dangerous  function, 
"  and  ought  to  be  exercised  with  a  keen  sense  of  justice 
"  on  the  part  of  the  regulating  body,  met  by  a  frank  dis- 
"  closure  on  the  part  of  the  company  to  be  regulated.  The 
"  courts  ought  not  to  bear  the  whole  burden  of  saving 
"  property  from  confiscation,  though  they  will  not  be 
"  found  wanting  where  the  proof  is  clear.  The  legisla- 
"  tures  and  subordinate  bodies,  to  whom  the  legislative 
"  power  has  been  delegated,  ought  to  do  their  part.  Our 
"  social  system  rests  largely  upon  the  sanctity  of  private 
"  property,  and  that  State  or  community  which  seeks  to 
"  invade  it  will  soon  discover  the  error  in  the  disaster 
"  which  follows.  The  slight  gain  to  the  consumer,  which 
"  he  would  obtain  from  a  reduction  in  the  rates  charged 
"  by  public  service  corporations,  is  as  nothing  compared 
"  with  his  share  in  the  ruin  which  would  be  brought  about 
"  by  denying  to  private  property  its  just  reward,  thus 
"  unsettling  values  and  destroying  confidence.  On  the 
"  other  hand,  the  companies  to  be  regulated  will  find  it  to 
"  their  lasting  interest  to  furnish  freely  the  information 
"  upon  which  a  just  regulation  can  be  based." 

In  order  that  the  present  may  be  better  understood,  a  review 
of  the  past  seems  necessary.  Much  has  been  said  in  the  daily 
press  and  elsewhere  during  the  past  year  relating  to  the  water 
supply  of  San  Francisco.  The  troubles  of  the  community  and 
the  troubles  of  the  Company  are  political;  they  are  not  phy- 
sical. 

From  January,  1897,  until  January,  1902,  James  D.  Phelan 
was  Mayor.  Since  his  incumbency  his  antagonism  to  the 
company  and  his  political  activities  have  continued.  In  1897 
a  cut  was  made  in  rates  to  private  consumers  of  approxi- 
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mately  twenty  per  cent.  In  1901  another  cut  was  made  in 
rates  to  private  consumers  of  approximately  ten  per  cent, 
and  in  1903  a  further  cut  of  about  seven  per  cent  was  at- 
tempted, but  its  enforcement  was  enjoined.  In  1906  still 
another  cut  in  private  rates  was  attempted.  The  1906  rate 
was  again  passed  by  the  Supervisors  in  1907,  but  its  enforce- 
ment was  enjoined.  For  six  years  prior  to  1901  the  hydrant 
rate  was  five  dollars  per  month,  aggregating  approximately 
$220,000  per  year.  In  1901  the  hydrant  rate  was  arbitrarily 
cut  to  $80,000.  In  1902  the  rate  for  hydrants  was  fixed  at 
two  dollars  per  month,  and  in  1904  was  cut  to  one  dollar  per 
month.  In  1908  the  hydrant  rate  was  increased  to  two  dollars 
and  a  half  per  month  and  the  1902  rate  passed,  but  enjoined. 

It  is  within  the  knowledge  of  all  that  since  1902  the  cost 
of  every  element  entering  into  the  operating  expense  of  any 
company  or  business,  or  of  any  household,  has  greatly  in- 
creased. No  allowance  has  ever  been  made  by  any  Board  of 
Supervisors  for  depreciation  or  contingent  funds. 

In  1908  no  consideration  was  given  to 

Increased  taxes; 
Increased  operating  expense; 
Capital  expenditures  since  1902; 
Depreciation  and  contingent  funds. 

To  be  just  to  the  present  Board  of  Supervisors  it  must  be 
stated  that  since  the  enjoinment  of  the  rates  passed  in  1903 
the  management  of  the  Company  collected  the  1902  rates  and 
until  last  year  did  not  make,  in  my  opinion,  sufficient  effort 
to  have  those  rates  increased.  Due  consideration  was  not  given 
by  the  management  of  the  Company  to  the  great  increase  in 
operating  expenses  and  to  approved  methods  of  accounting. 

At  the  request  of  the  city,  large  investments  were  made  by 
the  Company  for  hydrant  purposes,  and  in  1895  it  was  ex- 
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plicitly  understood  that  a  five-dollar  hydrant  rate  should  be 
maintained  as  a  return  to  the  Company  for  these  investments. 
This  rate  was  maintained  until  1901.  The  following  table 
shows  the  return  from  the  city  to  the  Company  from  1900 : 


Due  Amount 

under  Agreement.  Paid  by  City. 

1900-  01   $221,925.00  $221,925.00 

1901-  02                                       226,285.00  80,000.00 

1902-  03                                       233,070.00  93,228.00 

1903-  01                                      241,270.00  96,508.00 

1904-  05                                     247,190.00  40,000.00 

1905-  06                                     233,205.00  43,445.94 

1906-  07                                    180,000.00  36,000.00 

1907-  08                                       210,000.00  39,999.96 

1908-  09                                     240,000.00  120,000.00 


Total    $2,032,945.00  $771,106.90 


On  March  19,  1900,  the  Board  of  Supervisors  passed  Resolu- 
tion No.  207,  which  received  the  approval  of  Mayor  Phelan, 
the  purport  of  the  resolution  being  a  request  to  the  Company 
"to  offer  for  sale  to  the  City  and  County  of  San  Francisco  on 
or  before  the  first  day  of  June,  1900,  at  the  lowest  possible 
cost,  all  of  its  property  now  used  or  capable  of  being  used  for 
supplying  water  to  the  inhabitants  of  the  City  and  County  of 
San  Francisco." 

The  resolution  contained  the  following: 

"  The  Spring  Valley  Water  Company  is  also  requested 
"  to  bear  in  mind  that  any  over-valuation  of  its  water 
"  system  will  compel  the  people  of  San  Francisco  to  look 
"  elsewhere  for  their  water  supply,  and  the  withdrawing 
"  of  San  Francisco  as  a  market  for  the  sale  of  the  Com- 
"  pany's  water  will  reduce  the  value  of  the  Company's 
"  lands  to  what  they  are  worth  for  agricultural  purposes 
"  merely." 
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The  Company's  answer  contained  a  suggestion  for  a  Board 
of  Arbitration  to  determine  the  value  of  the  property. 

In  a  letter  dated  December  9,  1908,  from  the  "Water  Rates 
Committee  of  the  Board  of  Supervisors,  it  was  stated : 

"  If  an  offer  to  sell  your  properties  is  not  received  within 
"  a  reasonable  time  your  silence  on  the  subject  might  be 
"  regarded  as  meaning  that  you  do  not  wish  to  sell.  In 
"  that  event  the  people  may  decide  to  go  ahead  with  inde- 
"  pendent  construction  of  storage  and  distributing  systems 
"  to  be  used  in  connection  with  the  supplies  from  Hetch 
"  Hetchy  and  Lake  Eleanor." 

If  the  legal  attitude  assumed  by  the  municipality  is  correct, 
we  will  admit  that  it  has  the  power  to  destroy.  But  it  is  not 
consistent  for  the  buyer  to  proclaim  good  faith  and  express  a 
desire  to  purchase  "at  such  a  price  as  the  city  would  be  justi- 
fied in  paying  therefor,"  and  then  demand  the  property  at  a 
price  based  upon  its  alleged  power  of  destruction. 

You  have  been  informed  that  in  1907  the  property  was 
offered  to  the  municipality  through  the  Federated  Water  Com- 
mittee for  approximately  thirty-two  million  dollars.  During 
the  rate  fixing  period  of  1908  the  Board  of  Supervisors  re- 
quested that  a  price  be  placed  on  the  property. 

After  the  earthquake  in  1906,  the  management  of  the  Com- 
pany was  thrust  upon  Captain  A.  H.  Payson.  Against  his  will 
he  assumed  the  presidency.  On  behalf  of  the  shareholders  I 
here 'desire  to  acknowledge  the  great  debt  that  the  Company 
owes  to  his  efficiency  and  straightforwardness.  In  the  light  of 
to-day  the  past  is  easily  forgotten.  The  community  as  well  as 
the  Company  should  do  honor  to  the  part  that  was  played  by 
Captain  Payson  in  restoring  the  water  supply  of  San  Francisco. 

When  offers  for  a  sale  were  solicited,  as  no  one  desired  to 
take  up  the  burden  of  management;  as  an  element  of  doubt 
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existed  in  the  minds  of  many  as  to  the  future  of  the  Company 
and  also  of  San  Francisco;  as  the  financial  conditions  of  the 
city  and  country  paralyzed  the  finances  of  the  Company  and 
the  market  for  its  bonds  had  disappeared;  as  bondholders 
would  have  been  glad  to  have  been  relieved  of  what  they  then 
viewed  an  unmarketable  investment;  as  shareholders,  with  a 
remembrance  of  the  treatment  the  Company  had  received  for 
some  years  past,  were  in  grave  doubt  as  to  the  possibility  of 
protecting  what  they  deemed  their  rights,  the  management 
offered  the  property  to  the  municipality  for  approximately 
thirty-two  million  dollars. 

Under  date  of  April  13, 1908,  the  president  wrote  the  Special 
Committee  of  the  Board  of  Supervisors  on  Water  Supply  as 
follows : 

"  *  *  *  the  directors  will  recommend  to  the  stockhold- 
"  ers  the  sale  of  the  property  to  the  city  for  the  face  value 
"  of  the  issued  bonds  and  the  outstanding  stock,  *  *  * 
"These  are  positively  the  lowest  terms  at  which  the 
"  directors  will  recommend  to  the  stockholders  the  sale 
"  of  the  property,  and  if  it  is  to  be  purchased  by  the  city, 
"  it  may  as  well  be  taken  for  granted,  once  and  for  all, 
"  that  these  are  the  best  terms  on  which  it  can  be  ob- 
"  tained.  I  have  repeatedly  stated  to  you  that  the  di- 
"  rectors  and  stockholders  firmly  believe  that  this  price  is 
"  far  below  the  actual  value  of  the  property,  but  con- 
"  siderations,  which  have  been  stated  and  made  plain  to 
"  you,  have  induced  a  willingness  on  their  part  to  dispose 
"  of  the  property  on  these  terms." 

We  quote  from  a  letter  dated  May  14,  1908,  addressed  by 
the  President  to  the  Special  Committee  on  Water  Supply : 

"  The  offer  made  for  the  sale  was  made  in  good  faith,  has 
"  been  practically  assented  to  by  the  stockholders,  and 
"  undoubtedly  will  be  carried  out  on  their  part  should  the 
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"  city  show  a  disposition  to  meet  them  with  similar  evi- 
"  dence  of  its  own  good  faith.  Your  committee  has  had 
"  this  matter  under  advisement  for  a  long  time.  It  has 
"  probably  formed  an  opinion  as  to  the  desirability  or  un- 
"  desirability  of  acquiring  the  property  on  the  terms  pro- 
"  posed.  We  think  it  is  not  unreasonable  to  ask  that  you 
"  give  us  some  evidence  of  your  attitude  toward  the  prop- 
"  osition  before  we  call  upon  the  stockholders  to  take 
"  formal  action.  I  have  heretofore  said  to  you,  and  I 
"  cannot  too  strongly  repeat  it,  that  the  stockholders  con- 
"  sider  the  price  named  far  below  the  actual  value  of  the 
"  property." 

We  further  quote  from  the  record  of  this  year's  proceedings 
before  the  Board  of  Supervisors  in  the  matter  of  fixing  water 
rates : 

"  We  had  an  offer  last  year  from  Captain  Payson  to  sell 
"  that  plant  to  us,  and  we  could  have  bought  that  plant 
"  for  $32,000,000." 

"  He  [Captain  Payson]  told  us  distinctly  the  Spring  Val- 
"  ley  Water  Company's  property  was  on  the  bargain 
"  counter." 

"  He  told  us  distinctly  that  the  property  was  on  the  bar- 
"  gain  counter  for  very  obvious  reasons." 
"  He  sat  in  that  chair  and  made  the  statement  at  least 
"  half  a  dozen  times,"  [referring  to  the  statement  that  the 

property  would  be  sold  for  the  face  value  of  the  stocks 

and  bonds.] 

On  June  22,  1908,  after  rates  deemed  confiscatory  were 
passed,  the  offer  of  sale  made  by  the  Company  was  withdrawn. 

Formal  and  informal  requests  for  the  Company  to  name  a 
price  have  since  been  made.  It  would  be  of  no  avail  to  name 
a  price  unless  that  price  met  with  the  approval  of  a  two-thirds 
majority  of  voters,  and  we  have  felt  that  the  attitude  of 
the  Supervisors  left  no  hope  for  agreeing  on  a  price  that  would 
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be  acceptable  to  both  parties.  New  light  on  the  matter  of  value 
may  be  expected  when  a  decision  is  rendered  in  the  1903  rate 
case  now  pending  for  many  years. 

Supervisors  should  know  that  had  the  offer  of  the  Company 
to  sell  its  property  been  accepted,  it  would  have  been  carried 
out  in  good  faith.  They  were  probably  warranted  in  endeavor- 
ing to  purchase  the  property  for  less,  but,  having  failed  to  act 
upon  the  offer,  it  is  not  honest  for  any  representative  of  the 
city  to  attempt  to  discredit  the  good  faith  of  the  Company  in 
making  it.  In  future  the  creation  of  a  proper  foundation  that 
may  lead  to  the  purchase  of  the  property  must  be  made  by  the 
administration  of  the  city,  and  it  will  be  met  in  good  faith  by 
the  management  of  the  Company. 

We  are  informed  by  our  legal  advisers  that  the  proceedings 
heretofore  taken  by  the  municipality  in  reference  to  the  so- 
called  Hetch  Hetchy  water  system  are  illegal.  We  are  also 
advised  that  the  property  of  the  Company  must  be  purchased 
by  the  City  and  County  of  San  Francisco  if  it  desires  to  own 
its  water  supply,  and  we  believe  the  municipality  will  be  un- 
able to  enter  into  competition  with  the  Company.  Should  it 
become  necessary,  we  will  endeavor  to  maintain  that  position 
in  the  courts.  The  Board  of  Supervisors,  with  recent  decisions 
of  the  Supreme  Court  of  the  United  States  before  it,  as  well  as 
evidence  presented  by  the  management  of  mistakes  made  by 
the  City  Engineer  in  his  valuation  of  the  Company's  property, 
may  establish  rates  that  can  be  accepted. 

Representatives  of  the  municipal  administration  have  stated 
that  for  many  years  the  city  has  been  endeavoring  to  own  its 
water  supply.  The  policy  of  making  the  water  supply  of  San 
Francisco  a  political  football  is  not  to  the  best  interests  of  the 
community.  Until  a  destructive  policy  is  replaced  by  a  con- 
structive policy,  until  negotiations  are  carried  on  in  good  faith, 
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the  city  will  remain  without  ownership  of  its  water  supply. 
This  Company  recognizes  its  duty  to  the  community.  The 
administration  of  the  water  supply  of  San  Francisco  is  a 
public  trust.  We  deem  the  interests  of  the  community  prior 
in  right  to  the  interests  of  ownership. 

While  private  ownership  exists,  service  to  the  public  must 
be  upon  the  condition  that  the  property  embarked  in  the  ser- 
vice is  properly  protected.  The  protection  of  property  rights 
is  a  duty.  The  demagogue  may  have  his  day,  but  the  politi- 
cian or  the  legislative  body  that  fails  to  recognize  this  funda- 
mental right  is  an  enemy  to  the  best  interests  of  any  commu- 
nity. Halftruths,  the  armor  of  demagogues,  are  worse  than 
lies.  Inefficiency  may  be  worse  in  its  effect  upon  a  community 
than  dishonesty.  Dishonesty  is  more  or  less  tangible;  in- 
efficiency, subtle  in  its  results,  cancerous. 

Boards  of  Supervisors  should  so  perform  their  duty  to  the 
Spring  Valley  Water  Company  as  to  enable  the  Company 
to  perform  its  duty  to  the  community.  If  water  rates  are 
made  that  are  less  than  fair  and  just,  the  Company  cannot 
perform  its  duty  and,  therefore,  such  action  is  unjust  to  the 
community. 

"It  is  a  misguided  policy  which  totally  fails  to  achieve  any 
results  for  good,  yet  accomplishes  an  infinite  amount  of 
harm." 

Additional  investment  will  be  made  in  the  City  and  County 
of  San  Francisco  whenever  a  foundation  is  laid  that  will 
justify  it.  The  Calaveras  dam  will  be  built  when  contracts  for 
the  sale  of  water  will  warrant. 

The  policy  of  the  management  will  be  to  develop  the  re- 
sources of  the  Company  and  extend  its  field  of  operation.  The 
market  now  exists,  and  we  will  endeavor  to  supply  the  demand. 

Since  October,  1865,  Mr.  Hermann  Schussler  has  devoted  his 
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able  brain  and  bis  untiring  energy  to  the  creation  of  a  water 
supply  for  San  Francisco.  Over  forty  years  be  bas  spent  in 
economically  securing  tbe  best  reservoir  sites,  tbe  best  sources 
of  supply,  riparian  rigbts,  water  sbeds,  rights  of  way  and 
everything  that  could  suggest  itself  to  a  most  able  engineer. 
It  does  not  require  an  expert  on  value  to  realize  that  property 
thus  acquired  must  have  enormously  increased  in  value.  The 
actual  expenditures  for  holdings  and  plant  during  the  past 
forty  years  amounts  to  over  twenty-eight  million  dollars. 
January  30,  1903,  City  Engineer  Grunsky  estimated  its  value 
at  $28,024,389 ;  since  then  capital  expenditures  amounting  to 
$2,589,167  have  been  made.  Large  elements  of  value  were 
eliminated  by  Mr.  Grunsky,  and  since  his  original  estimate  of 
value  was  made  in  1901,  there  has  been  a  very  great  increase 
in  basic  and  other  values.  The  value  of  the  property  is  esti- 
mated at  from  $48,000,000  to  $52,000,000. 

The  policy  of  the  management  that  prevailed  some  years 
ago  of  keeping  the  resources  of  tbe  Company  from  public 
knowledge  is  in  some  degree  responsible  for  existing  conditions. 
That  policy  exists  no  longer.  Representatives  of  civic  asso- 
ciations, representatives  of  the  public,  and  all  those  who 
desire,  will  be  afforded  opportunity  to  learn  for  themselves 
all  matters  pertaining  to  the  water  supply  of  San  Francisco. 
"When  knowledge  takes  the  place  of  prejudice  and  misrepre- 
sentation, we  have  full-  confidence  that  the  existing  water 
supply  of  San  Francisco  will  become  a  source  of  pride  to 
the  community,  which  will  then  pay  the  tribute  to  Mr. 
Schussler  that  his  work  deserves. 

The  plant  is  now  developed  to  supply  San  Francisco  with 
35,000,000  gallons  per  day,  and  this  delivery  can  be  quickly 
increased  to  more  than  40,000,000  gallons  per  day.  The  Water 
Division  can  now  supply  more  than  50,000,000  gallons  per  day, 
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and  the  resources  now  owned  by  the  Company  can  supply  a 
demand  of  a  daily  delivery  of  more  than  125,000,000  gallons. 
On  March  1st  of  this  year  a  supply  of  water  sufficient  to  last 
the  city  for  four  years  was  available  without  another  drop  of 
rain  during  that  period. 

Mr.  Schussler's  life  work  has  become  to  him  his  child. 
Phelanism,  Ruefism,  earthquake  and  fire  have  been  incidents 
in  its  growth.  It  is  our  duty  to  endeavor  to  rear  his  creation 
into  vigorous  manhood. 

It  will  be  our  hope  that  time  will  remove  prejudice,  correct 
misrepresentations  and  establish  friendly  relations  with  muni- 
cipal administrations  to  the  end  that  communities  may  receive 
an  abundant  supply  of  water  and  the  Company  attain  low 
rates  for  consumers  and  security  for  investing  shareholders. 

Herewith  is  a  copy  of  a  letter  received  from  the  "Water  Rates 
Committee  of  the  Board  of  Supervisors.  In  connection  there- 
with, we  beg  to  recommend  that  you  execute  and  return  the 
enclosed  proxy  as  an  endorsement  of  the  policy  of  the  manage- 
ment, briefly  outlined  as  follows : 

1.  Complete  publicity  in  all  affairs  pertaining  to  water 

supply  and  accounts. 

2.  The  upholding  of  all  constitutional  rights. 

3.  To  meet  the  city  authorities  in  an  endeavor  to  lay  a 

foundation  to  determine: 

(a)  A  price  for  an  immediate  sale ; 

(b)  A  price  under  different  degrees  of  development; 

(c)  An  agreed  price  with  agreed  return  plus  cost  of 

development  under  option  for  sale  to  the  city 
for  a  fixed  period ; 

(d)  A  price  for  the  sale  of  the  distributing  plant  in 

San  Francisco  with  a  contract  for  the  sale  of 
water  to  the  municipality. 
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4.  To  allow  the  value  of  the  property  to  be  determined  by- 

submitting  tbe  question  to  a  disinterested  Board  of 
Arbitrators  under  such  terms  as  may  be  agreed  upon. 

5.  To  develop  the  resources  of  the  Company  and  extend 

its  field  of  operation. 

6.  To  maintain,  improve  and  extend  the  property  and,  if 

opportunity  offers,  to  sell  it  at  a  fair  and  reasonable 
price. 

At  the  annual  meeting  to  be  held  on  the  14th  day  of  April, 
1909,  it  is  proposed  to  amend  the  By-Laws  as  follows : 

1.  To  increase  the  number  of  directors  from  seven  to 
eleven,  and  to  require  that  each  director  shall  be  the  holder 
of  at  least  fifty  shares  of  stock  standing  in  his  name  on  the 
books  of  the  Company. 

2.  To  provide  for  a  regular  monthly  meeting  of  the  di- 
rectors. 

3.  To  provide  for  the  appointment  of  an  Executive  Com- 
mittee of  three  members  of  the  Board  of  Directors,  to  be  ap- 
pointed in  such  manner  and  to  exercise  such  powers  as  shall 
be  determined  by  the  stockholders  at  the  meeting. 

W.  B.  Bourn, 
President. 
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BALANCE  SHEET,  DECEMBER  31st,  1907. 
Assets. 

Capital  Assets — 

Real  Estate,  Water  Rights,  Rights  of  Way 


and  other  property  $46,074,894.80 

Material,  Supplies  and  Stable  Equipment   404,330.47 

Ocean  View  Pump  (in  adjustment)   32,005.13 

Bills  and  Accounts  Receivable   44,929 . 50 

Consumers'  Accounts   72,247.71 

Cash  on  Hand  and  in  Banks   213,350.47 


$46,841,758.08 


Liabilities. 

Capital  Stock  $28,000,000.00 

Stock  Assessment  $840,000.00 

Deduct    Replacement  Ex- 
penditures   575,382.92 

  264,617.08 

General  Mortgage  4%  Bonds   17,859,000 . 00 

Current  Liabilities   454,338.73 

Surplus— Net  Revenue,  1907  $291,533.53 

Less  Deficit,  1906   27,731.26 

  263,802.27 


$46,841,758.08 
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PROFIT  AND  LOSS  ACCOUNT,  1907. 

To  Accrued  Taxes  $  293,593.90 

"  Accrued  Interest  on  Bonds   714,360.00 

"  Operating  Expenses   607,232.27 

"  Difference  between  book  value  and  actual 
inventory  of  materials  and  supplies  to  be 

written  off   5,032.96 

"  Excess  in  cost  of  Service  Connections  over 

collections  thereon    5,415.16 

"  Net  Revenue    291,533.53 


$1,917,167.82 


By  Water  Sales  $1,852,368.63 

"  Rents    24,444.29 

"  Interest    3,102.60 

"  Suburban  County  Collections   24,304.24 

"  Discount    1,882.53 

"  Sundry  Sales,  etc   6,151.33 

"  Insurance    4,914.20 


$1,917,167.82 
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BALANCE  SHEET  DECEMBER  31st,  1908. 
Assets. 

Capital  Assets — 

Real  Estate,  Water  Rights,  Rights  of  Way 

and  other  properties  $45,836,318.25 

Union  Trust  Company — 

Cash  and  Note  of  Union  Square  Improve- 
ment Co   500,000.00 

Bills  and  Accounts  Receivable   46,381.93 

Material,  Supplies  and  Stable  Equipment   360,256.51 

Consumers'  Accounts    72,383.37 

Cash  on  Hand  and  in  Banks   91,751.66 

Taxes  Paid  in  Advance   113.726.19 

Mercantile  Trust  Co.  of  San  Francisco — 

Special  Deposit  under  Injunction   15,025.00 


$47,035,842.91 


Liabilities. 

Capital  Stock   $28,000,000.00 

Stock  Assessment  $840,000.00 

Deduct  Replacement    611,336.31 

  228,663.69 

General  Mortgage  4%  Bonds   17,859,000.00 

Current  Liabilities   402,998.81 

Depreciation  and  Obsolescence  Fund   260,000.00 

Contingent  and  Insurance  Fund   20,000.00 

Surplus — Net  Revenue — 

Balance  January  1st,  1908.  .$263,802.27 

Net  Revenue  for  1908   281,378.14 

$545,180.41 

Less  Dividend  No.  9   280,000.00 

  265,180.41 


$47,035,842.91 
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PROFIT  AND  LOSS  ACCOUNT,  1908 

To  Accrued  Taxes   $  324,095.32 

"  Accrued  Interest  on  Bonds   714,360.00 

"  Operating  Expenses   652,054.32 

"  Expense  of  presenting  Company's  case  to 

public   8,801.00 

"  S.  P.  Co.  Adjt.  1907   2,281.98 

"  Coupons  (old  acc.  deficiency)   1,390.00 

"  Depreciation  and  Obsolescence  Fund   260,000.00 

"  Contingent  and  Insurance  Fund   20,000.00 

"  Net  Revenue   281,378.14 


$2,264,360.76 


By  Water  Sales  $2,195,599.93 

"  Rents   29,592.88 

"  Discount   686.36 

"  Suburban  Co.  Coll   24,254.18 

"  Interest   9,825.26 

"  Sundry  Sales,  etc   812.56 

"  Service  Connections   3,589.59 


$2,264,360.76 
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San  Francisco,  February  19,  1909. 

Spring  Valley  Water  Company, 

San  Francisco,  Cal. 

Dear  Sirs: — We  have  examined  the  books  and  accounts  of 
the  Spring  Valley  Water  Company  for  the  year  ending  Decem- 
ber 31,  1908,  and  certify  that  the  attached  Balance  Sheet  and 
Profit  and  Loss  Account,  being  copies  of  those  accompanying 
the  letter  of  the  Company  to  the  Board  of  Supervisors  of  the 
City  and  County  of  San  Francisco,  dated  February  8,  1909, 
and  correctly  prepared  therefrom. 

During  the  year  only  actual  additions  have  been  charged  to 
Capital  Asset  Accounts,  replacements  on  account  of  the  earth- 
quake and  fire  of  April,  1906,  have  been  charged  against  the 
fund  raised  from  the  Stock  Assessment  and  ordinary  repairs 
and  renewals  have  been  charged  to  Operating  Expenses.  The 
charge  of  $260,000.00  for  Depreciation  and  Obsolescence  is  in 
our  opinion  a  conservative  allowance,  but  if  it  is  desired  to 
provide  for  contingencies  which  might  affect  the  income  of 
this  Company  the  provision  of  $20,000.00  appears  to  us  to  be 
extremely  small. 

An  actual  physical  inventory  of  Material,  Supplies  and 
Stable  Equipment  taken  at  December  31,  1908,  and  valued 
at  cost  prices  showed  a  figure  slightly  in  excess  of  the  amount 
stated  in  the  Balance  Sheet. 

The  Bills  Receivable  were  examined  by  us  and  the  amounts 
due  from  Consumers  were  checked  with  the  Registers. 

The  Cash  on  hand  and  in  Bank  was  verified  by  us  and  sub- 
ject to  the  fact  that  dividend  checks,  amounting  to  $27,652.24, 
issued  in  excess  of  the  amount  paid  in  to  the  Dividend  Ac- 
count with  the  Bank  had  not  been  deducted  from  the  Cash  in 
Bank,  was  found  correct.   The  liability  for  unpaid  dividends, 


21 


included  in  Current  Liabilities,  is  overstated  by  a  similar 
amount  so  that  the  net  result  is  not  affected  by  this  difference. 

So  far  as  we  could  ascertain  all  known  liabilities  were 
brought  on  to  the  books  at  December  31,  1908,  but  no  pro- 
vision has  been  made  for  any  Contingent  Liability  on  account 
of  collections  and  charges  made  by  the  Company  in  excess  of 
the  rates  fixed  by  the  Board  of  Supervisors. 

Subject  to  these  remarks  we  certify  that  the  Balance  Sheet 
is  properly  drawn  up  so  as  to  show  the  true  financial  position 
of  the  Company  at  December  31,  1908,  and  that  the  relative 
Profit  and  Loss  Account  is  a  fair  and  correct  statement  of  the 
net  earnings  for  the  fiscal  year  ending  that  date. 

Tours  very  truly, 

Price,  Waterhouse  &  Co., 
Chartered  Accountants. 


OFFICE  OF  THE  CLERK  OF  THE  BOARD  OF  SUPER- 
VISORS. 

San  Francisco,  Cal.,  Dec.  9, 1908. 

Spring  Valley  "Water  Co., 

375  Sutter  St.,  San  Francisco,  Cal. 

Gentlemen  : — We  beg  to  acknowledge  receipt  of  your  letter 
of  the  3rd  inst.,  signed  W.  B.  Bourn,  President. 

One  thing  your  letter  makes  clear  and  that  is  that  there 
seems  very  little  hope  of  our  agreeing  on  the  fixing  of  rates. 

The  Hetch  Hetchy  election  to  which  you  refer  must  have 
convinced  you,  as  it  has  convinced  us,  of  the  determination  of 
the  people  of  this  city  to  acquire,  own  and  operate  their  own 
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waterworks.  They  have  decided  by  a  vote  of  6  to  1  in  favor  of 
Heteh  Hetchy  Valley  and  Lake  Eleanor  as  sources  of  supply. 
It  is  the  belief  of  many  that  they  will  also  favor  the  purchase 
of  the  properties  of  the  Spring  Valley  Water  Company  if  the 
properites  are  offered  at  a  fair  price  and  offered  promptly.  If 
an  offer  to  sell  your  properties  is  not  received  within  a  reason- 
able time  your  silence  on  the  subject  might  be  regarded  as 
meaning  that  you  do  not  wish  to  sell.  In  that  event  the  people 
may  decide  to  go  ahead  with  independent  construction  of 
storage  and  distributing  systems  to  be  used  in  connection  with 
the  supplies  from  Hetch  Hetchy  and  Lake  Eleanor. 

The  wishes  of  the  people  as  expressed  at  the  election  Novem- 
ber 12,  1908,  are  regarded  by  us  as  a  mandate  to  proceed  as 
speedily  as  is  consistent  with  thoroughness  with  all  plans,  hav- 
ing for  their  object  the  ownership  of  waterworks  by  the 
municipality.  Such  being  the  case  we  do  not  favor  any  action 
that  might  have  a  tendency  to  perpetuate  private  ownership, 
thus  defeating  the  will  of  the  people ;  therefore  this  Committee 
does  not  think  that  the  presence  of  two  Supervisors  on  the 
Board  of  Directors  of  the  Spring  Valley  Water  Company 
would  be  in  the  interest  of  public  policy  and  will  therefore 
recommend  against  it. 

Keduced  to  a  simple  statement  the  position  of  the  Board 
of  Supervisors  is  as  follows :  To  proceed  without  unnecessary, 
delay  to  the  purchase  or  construction  of  a  waterworks  to  be 
owned  and  managed  by  the  Municipality.  In  accordance  with 
the  provisions  of  Ordinance  No.  505  (New  Series)  you  were 
so  notified.  You  were  given  opportunity  to  offer  your  properties 
for  sale  to  the  City  if  you  so  desired.  On  September  15,  1908, 
the  Public  Utilities  Committee  directed  your  attention  to 
Ordinance  No.  505  (New  Series)  affording  you  another  op- 
portunity to  negotiate  with  the  City. 
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At  this  time  the  Water  Rates  Committee  asks  the  question — 
Do  you  wish  to  sell  the  properites  of  the  Spring  Valley  Water 
Company  now  used  in  supplying  water  to  the  City  and  County 
of  San  Francisco  to  the  City  and  County  ? 

We  respectfully  request  that  you  place  this  matter  before 
your  stockholders  in  such  a  way  that  every  stockholder  in 
your  Company  may  have  ample  opportunity  to  decide  what 
course  will  be  best,  in  view  of  all  the  circumstances,  for  the 
Company  to  pursue. 

Yours  truly, 
(Signed)  Jambs  A.  Johnston, 
(Signed)  D.  C.  Murphy, 

Water  Rates  Committee  of  the  Board  of  Supervisors  of  the 
City  and  County  of  San  Francisco. 


